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r He > Letters to the editor, in whole or in part, are presented here as a contribution to current 
7 — discussion of investment, economic and general financial subjects of public interest. 
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WILMINGTON, DEL. 


The trade association idea is so old in 
\merican business that a business man 
Stock Ex 


change people were so long in getting 


is inclined to wonder why 


around to it. Perhaps brokers did not be 
come aware until recent years that they 
were in business. In my personal experi 
ence with them, I could never be sure 
whether they thought themselves protes 
sional men or philanthropists, extending 
favors to persons who wanted to invest 
a littke money. And then the kind of awe 
with which they tried, in my experience, 
to impress me in speaking of that won 
dertul place, the New York Stock Ex 
change. When I’ve needed a couple of 
carloads of grain for the milling business 
1 used to be in, there was no such fancy 
dressing attached to the wheat or corn 
market that stock brokers thought up in 
connection with the Stock Exchange. A 
market is only a market, whatever is sold 
there, and if brokers can learn to think 
in ordinary business terms about their oc 
cupation, maybe a trade organization sep 
arate from the Exchange will be good for 
them and their customers also... 1 have 
always favored Stock Exchange stocks and 
bonds, but not because I was so keen about 
the Exchange, itself, any more than | 
would be about one grocery store over an 


other. It is the goods that count. 


N. N. R. 
NEW YORK CITY 


... The stock brokerage business. still 


holds my attention, although it is some 


When I read 


vears since I got out of tt. 


in the newspapers about a trade associa 
tion being formed, I thought back to the 
days when each brokerage ofhce was, al- 
most literally, an island by itself in the 
economic sea, paying little attention to 
the other similar islands, and often damn 
ing the Stock Exchange for applying 
cramping rules of procedure at times when 
speculative orders were pouring in. What 
a change has occurred! Cooperation is 


seen to be worth while. To bring it 
about, a lot of work, it seems to me, will 
be necessary, but both brokers and cus- 
tomers ought to be better served than was 
the case in times past. I shall watch de- 


velopments with a warm interest. 


CAMDEN, S.C. 


The personal viewpoint toward invest 
ments which appeared in your August is- 
sue (apparently in the article headed 
“Good Sto ks as Personal Assets’) struck 
me as a level-headed attitude toward 
stocks. When you buy the best stocks that 
the market holds—stocks issued by old 
companies with managements having a 
sound reputation—why change them for 
others which are not likely to be any bet 
ter? | would carry your writer's reason- 
ing a bit further, even though my adden- 
dum may extend over into the macabre. 
Standard, old-line stocks are impressive 
when they appear in the inventory of a 
person's estate. Also they are handy, be 
cause of their marketability, when an 
executor needs cash to pay estate taxes— 
tar more so, oftentimes, than other securi- 


ties IT could think of. When a man is 





getting along in years, he thinks more 
about such matters than he did when in- 
vestments were being accumulated, and | 
was glad to see in print a contirmation ot 


iL. D. M. 


my impression. 


NEW BEDFORD, MASS. 


One is inclined to wonder these days 
whether investment concepts are being 
loosened from their foundations, or the 
drive of necessity is causing supervisors ot 
investment funds to apply expedients. The 
trustees of a fund with which I am fa 
miliar are replacing “called” bonds and 
matured mortgages with selected common 
stocks. Such a procedure would not have 
been dreamed of in the last generation. 

If a change of this nature is being con 
templated, it would seem to me that a 
great deal of study should precede it. 
Values generally are in for reappraisal 
these days. I will be interested to see how 


equities make out. 


MORRISTOWN, N. J. 


Knowing much less about stocks than 
| should, I find the information in Tut 
ExcHance Magazine helpful in one way. 
When circulars come by mail suggesting 
the purchase of a stock, I compare with 
the magazine's lists of Stock Exchang: 
stocks which have paid dividends for 
25 or 40 years, etc., to see whether the one 
I feel that 


this is a method to use when a very small 


recommended is among them. 


investor 1s trying to avoid mistakes. I 


would like to see further lists published. 


Mrs. J. McD. 
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A Challenge from Within 


By HAROLD T. JOHNSON 


HE last three months have seen a 
significant development which 
affects both the investing public and 
the member firms of the New York 
Stock Exchange. A program has been 
launched which is comparable in_ its 
potentialities to the improved organiza- 
tion and amplified services of the 
Exchange. 

At the suggestion of President 
Schram, and in close collaboration with 
Stock Exchange authorities, the Asso- 
ciation of Stock Exchange Firms. is 
converting itself into a trade organiza- 
tion, national in scope. In past years, 
the Association’s activities were prin- 
cipally confined to servicing member 
firms in matters of office procedure; 
now its work is to engage far broader 
aspects of the securities business. 

The need for a systematic coordina- 
tion of the talents and force of the 
member firms throughout the nation, 
through an expertly staffed and ade- 
quately financed Association, has long 
been recognized, to carry out such pur- 
poses as these— 

To widen public understanding 


of the essential position the Stock 


Exchange business occupies in the 

national economy; 

To demonstrate to the investor 
segment of the public the advan- 
tages of listed securities; 

By close-knit cooperation among 
members, to promote their busi- 
ness and their efficiency. 

An organization of the type now be 
ing perfected could, indeed, as Mr. 
Schram has put it, “constitute the strong 
right arm of the New York Stock Ex- 
change in the improvement of our 
service to the public, in the develop- 
ment of our business, and in the solu- 


tion of our problems.” 


To Complement Exchange Effort 


Those are the broad results aimed at. 
The methods contemplated are inspira- 
tional to everyone in our business. The 
firms with 
356 cities of 44 


aggressive 


oe 


functioning of member 
offices and staffs in 
States in an campaign 
toward these desirable objectives will 
complement, and not duplicate, the 
efforts of the Stock Exchange manage- 
ment, itself, along similar lines. 


The groundwork has been completed. 


To review briefly the steps taken to 
date: at a special meeting on October 7 
the members of the Association of 
Stock Exchange Firms approved a plan 
of reorganization. It is to become effec- 
tive on November 17. The manage- 


ment will be in the hands of 30 gov- 


ernors, half from the metropolitan 
district of New York and half from 
other financial centers from Coast to 
Coast. 

A carefully devised program for en- 
larged activities of the Association, 
directed toward both internal and ex- 
ternal aspects of our business, was sent 
out recently to all members and allied 
members of the Stock Exchange. Space 
does not permit restating the detailed 
provisions here; but it may be empha 
sized that each one was carefully 
weighed, and considered to be a prac- 
tical and effective step toward efficiency 
and economy, on the one hand, and 
toward the active development of busi- 
ness on the other. 

Specifically, the program lays em- 
phasis upon several “internal” purposes, 
such as the retention as counsel to the 


(continued on page 4, column 3) 
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TXPECTATIONS 


airlines will 


that the com 


mercial lead in the 
post-war development of industry have 
the support of many factors. Transport 
planes will be faster, safer, better-built 
and more comtortable, as the technical 
advances developed for military air 
craft are incorporated in them. Facil 
iues for producing all types of aircraft 
will be vastly expanded; new airfields 
constructed in connection with national 
defense will dot the country; and a 
great reservoir of pilots, mechanics and 
other personnel will be available from 
the military services. 

To this add a public which is avidly 
interested in aviation and all the details 
of military airpower. It is a subject 
which is occupying the attention of mil 
lions of persons who formerly gave 
aviation litthke or no thought at all; and 
current. developments are having a 
tremendous psychological effect: which 
the 


cannot help but be beneficial to 


airlines when attention later shifts to 


civilian activity. 
If ever an industry had a “ready 
built” future, it is commercial aviation. 
Here is a measure of some of its 
prospects: 
Last year the air transport industry 
had only about 12 per cent of the vol- 
ume of Pullman trathe, and carried less 


than 1 per cent of the total number of 


By Rawson Lloyd — Aeronautical Securities Research Corporation 


railroad passengers. The potential de- 


mand for air travel appears to have 
been no more than touched, especially 
if fares continue to decline. 

The movement to have the airlines 
carry all first-class long-haul mail, while 
dormant at present, may be expected 
to be pushed again in Congress when 
proper equipment is again available in 
quanuty, One airline official has  esti- 
that to such mail 


mated carry all 


(except intra-city) would entail an ex- 


pansion from the present number of 
about 350 transport planes in use to 
LO,OOO, 

Also, the potential demand for air 
freight is being surveyed by a company 
formed by the leading airlines. The 
possibility that used military transport 
planes may be available for this pur- 
pose at a very low cost after the war 
may aid considerably in the initial de- 
velopment of air cargo transportation. 


The current demand for air travel 





COMBINED RESULTS 


Transcontinental & Western 





OF SEVEN DOMESTIC AIRLINES* 


Six Six over Year Increase 
Months Months 6 Mos. 1941 Year over 
1941 1940 1940 Estimate 1940 1940 
Revenue and Expenses 
] yures U Ti sands t) 
Net Income . . . 8S 155 $ 1.890 (d)92% $ 2.296 $ 4.519 (d)49% 
Operating Revenue . 36.900 30.315 y 83.040 67.312 23 
Passenger Revenue . 26.600 21.198 25 61.450 18.179 ZI 
Mail Revenue . 8.0600 7.511 7 17.094 15.976 7 
Operating Expenses 35.610 27.982 27 80,012 62.760 27 
Traffic 
All Figures in M ns 
Revenue Pass. Miles 534 415 29°; 1.240 952 30% 
Mail Pound Miles 11.309 9.063 25 23.444 18.849 24 
Express Pound Miles 1,123 2.816 16 9.449 6.613 13 
Available Seat Miles 930 697 33 2.060 1.599 29 
(d)— Decrease 
* American Airlines. Eastern Air Lines. Northwest Airlines. Penn-Central Airlines. 


Air, United Air Lines and Western 


] 1 mpanyina article and table have been obtained from published company 
por ” ] ’ ’ } companies to the Civil Aeronautics Board, THE 
& y } 

Ex AN« issumes no responsibility for their accuracy or completeness. 


Per Cent 


Increase Per Cent 


Airlines. 













supports the bright outlook for the 
fuiure. Since the beginning of the 


Summer the airlines have had to turn 





Waly about 30,000 passengers a month 
tor lack of space. For a year the air- 
lines have been restricted in the acquisi- 
tion of new equipment, and a number 
of existing planes have been requisi- 
tioned for delivery to England and 
South America. 


This situation is now to be corrected 





somewhat, as the airlines have proved 
an important aid in accelerating na- 
tional defense. A nation-wide survey 
of airline passenger traffic, made during 
the first week of August, at the peak 
of the vacation season, showed that 
67.5 per cent of all airline travel was 
for business reasons. On some routes, 
such as New York to Washington and 
New York to Chicago, nearly 8o per 
cent of the passengers were traveling on 


business. 


- New Equipment to Be Available 

r The Supply, Priorities & Allocation 
Board has now given the aircraft manu- 
facturers permission to accept orders 
for 228 transport planes from the air- 
lines in the eighteen months beginning 
the first of next year. The planes must 
have certain features in their design so 
that they may be readily converted into 
military transports, if needed; and per- 
mission for their manufacture is con- 
ditioned on it not materially interfering 
with military aircraft production. 

As aircraft production increases, the 
military services should be in a better 
position to spare the diversion of these 
comparatively few new planes. There- 
fore, it is not expected that the airlines 
will have any serious difficulty in obtain- 
ing them. 

Meanwhile, the maximum use of 
available equipment should be a_ fac- 
tor making for a more favorable ratio 
of operating expenses to gross revenue 
than in the first half of the year, and 


should permit the industry to show a 





_ satisfactory profit for the second half. 












During the first’ six months, higher profit reported by these companies in 


1Y4o. 
results showed but a slight’ profit, of 


operating costs without an increase in In the first half, their combined 


mail and passenger revenue propor- 


tionate to the rise in trafhc caused a about $155,000, as against $1,890,000. in 


sharp drop in earnings, compared with the same period last year. Operating 


the same period of last year. expenses in this period increased 27 per 
So cent while gross revenue rose only 22 
Estimate of 1941 Income ‘yap Neer 

per cent—bringing a drop of g2— per 


Net income of seven of the larger cent in net income. 


domestic airlines* operating entirely The rise in operating expenses com 


within the United States (five of which — pares favorably with a gain of 2g per 
have equity issues listed on the New — cent in passenger trafhic, and 25 per cent 


How 


ever, the greater use of scrip, offering 


York Stock Exchange) is estimated for in the amount of mail carried. 


this year at about half of the $4,519,000 


Scnevicam Aitlines'. Eastern Air Lines. North. 2 lscount from regular passenger 
st Airl s', Penn-Central Airlines, Transcon a : ° . 
Gnontal © Wien Ai’, Cokes ‘Ait iesaa! ind fares, and the basis ol the mail pay 
Western Airlines ( denotes securities listed on ioe 2 r Re 
the New York Stock Exchange). ments, prevented gross) revenue trom 


PREPARED BY CAA 





US: Airline Progress 
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rising proportionately with the increase 
in trafhe. 
| he rre ‘ar, the combined 
n the current year, the compinec 
gross operating revenue of the seven 
airlines should be 


about 23 per cent 


higher than in tg4o. Passenger fares 
should make up about 74 per cent of 
the total, mail payments about 21 per 
cent, and express and miscellaneous 
revenue the remainder. Last year pas- 
senger revenue accounted for 71.5 per 
cent of the total, and mail revenue for 
about 24 per cent. 

Income from air express is expected 
te show the greatest percentage increase 
this year, due to the sharp rise in ship- 
ments in connection with the defense 
program. In the first six months, express 
trathe was 46 per cent greater than in 
the corresponding period a year ago. 

The mail revenue of the lines should 
be only about 7 per cent higher this 
vear than in 1940 despite an expected 
rise of 24 per cent in mail pound miles. 
This occurs since mail revenue is not 
based directly upon volume, but upon 
scheduled route miles flown with a 
sight premium for excess poundage 


over the base weight. 


Favors Reduction in Mail Payments 


The Civil Aeronautics Board favors 
a gradual reduction in mail payments 
to the industry over a period of years 
as increased passenger and freight rev- 
enue bring an improvement in earnings 
and enable the airlines to become more 
Mail has 


diminishing importance as a source of 


stable financially. been of 
gross revenue; several years ago it pro- 
vided the principal income of the air- 
lines, today it accounts for only about 


revenue of the 


one-fifth of the gross 
seven lines. 

The passenger revenue of the seven 
companies 1S expected to rise about 27 
per cent this year over last. The gain 
in revenue passenger miles is estimated 
at 30 per cent, which is greater than the 


increase of 29 per cent expected in 


available seat miles flown and signifies a 
better utilization of equipment. 

The load factor (percentage of avail- 
able passenger seats used) has risen 
consistently in recent years. The ratio 
was about 50 per cent in 1937 and 1938; 
57-5 per cent in 1939; and 59.5 per cent 
in 1940. Although it currently is con- 
siderably higher than 60 per cent, the 
average for the year is not expected to 
level, due to the 


attain the current 


lower figure in the first six months. 


Results of Major Airlines 


Recent results of the seven lines, to- 
gether with estimates for the full year 
and comparisons with 1940, are shown 
in the table on page 2. These lines 
accounted in the first half of 1941 for 
gt per cent of all domestic air travel. 

While trafic—and hence gross rev- 
enue—has risen appreciably, it is to be 
remembered that the defense program 
has increased the operating costs of the 
airlines in several ways. Costs of fuel, 


materials and 


terminal maintenance 


have risen. Furthermore, the airlines 
have been under great expense in train- 
ing new pilots to replace those called or 
subject to call to active service with the 
Army or Navy. This expense should 
now be considerably reduced, since the 
War Department decided early in July 
to exempt from active duty airline pilots 
with reserve commissions unless the 
United States enters the war. 

The Administration now realizes the 
importance of allowing the airlines to 
operate full schedules. In addition to 
carrying personnel, they have been ex- 
tremely helpful in transporting ma- 
chine tools and necessary parts needed 
immediately to complete defense or- 
ders. The extremely liberal allowance 
of 228 new planes for the airlines in the 
next year and a half, expanding present 
equipment by two-thirds, is the best 
indication of the Government’s convic- 
tion of their importance in facilitating 


the defense program. 


Challenge from Within 


(continued from page 1) 


Association of legal advisers who spe- 
cialize in securities matters. The aim 
is to promote a uniform approach to 
problems affecting members. Another 
item is the proposed creation of regional 
committees to review problems of a 
local nature, and to extend the active 
functioning of the Association, 

Of particular interest to investors is 
the trade body’s undertaking to demon- 
strate the advantages of doing business 
with Stock Exchange member firms, 
together with the dissemination of in- 
formation of a character to increase the 
public’s interest in listed securities. 
Part and parcel of this endeavor will 
be the constructive task of depicting 
the Stock Exchange’s role in accelerat- 
ing the flow of capital into job-creating, 
income-producing investment. 

The working funds, to be derived 
from dues, which have been budgeted 
for the first year are considered sufh 
cient to establish the trade association 
and pursue its immediate aims. On 
results, as revealed, the financing of 
any broader program will be considered 


by the Board of Governors. 


Recognizes Other Groups 


The plan gives clear recognition to 
the functions filled by regional stock 
exchanges, the over-the-counter markets, 
and the existing regional associations. 
There is a part to be played by each, 
and the efforts of the trade body of the 
New York Stock Exchange member 
firms will redound to the benefit of all. 

Never before was our business funda- 
mentally better situated to present its 
services to the public. Stock Exchange 
management has been brought into line 
with modern corporate organization, 
safeguards surrounding customer rela- 
tionships with member firms have been 
multiplied, and the personnel is experi- 

(continued on page 16) 


COMMON DIVIDENDS—BILLIONS 





COMMON DIVIDENDS—BILLIONS 


O 


HIGHER DIVIDENDS 
LIFT STOCK YIELDS 


A investment made in listed com- 
mon stocks three years ago would, 
in the average instance, have returned 
15 per cent in dividends, or about 5 
per cent yearly, to its owner by this 
time. This is based on average market 
values in the latter part of 1938 and 
cash dividends paid in the intervening 
period, 

Since market values have declined 
somewhat since 1938, it would be neces- 
sary, iN most instances, to write-down 
the original cost of the investment. But 
it is often possible to set up, from divi- 
dend income, a sizable reserve against 
fluctuations of share prices and_ still 
show a yield on selected common stocks 
that compares favorably with that avail- 
able on most other forms of invest- 
ment! 

The leeway which the investor has 
to work with is shown by the follow- 
ing figures: including in the totals non- 
dividend payers as well as dividend 
payers, the entire common stock list 
yielded 4.8 per cent in 1939, on the 
This 


rose to 5.7 per cent in 1940; and a still 


basis of average market values. 


higher yield is indicated for 1941 as 
dividends continue to increase. 

In the first nine months of this year 
disbursements on common shares listed 
on the New York Stock Exchange were 
7.4 per cent larger than in the same 


period a year ago. Higher dividends 


ea eed 
7.4 Per Cent Ahead of Last Year 


were paid by 225 separate issues, and 
payments on all listed common stocks 


totaled $1,468,838,000, against $1,367,- 
823,000 in the period last year. 
Distributions on the preferred list 


came to $254,540,000, against $232,710,- 


000 in the period a year ago—a gain of 
9.4 per cent. 


To illustrate the situations in at least 


a portion of the list, there are presented, 


in the table on page 6, dividend and 


yield statistics on 30 listed common 








DIVIDEND PAYMENTS OF COMMON STOCKS LISTED ON 
THE NEW YORK STOCK EXCHANGE 
— First 9 months of 1941 — 
No. Paying Estimated 
Cash Divi- No. Dividend Per 

No. of dends in Ist Paying Payments Ist Cent 

Issues 9 months Increased 9 months Change 

Listed 1941 Dividends 1941 
Amusement ay fe Sa 14 7 2 $ 8.029.000 18.3%: 
Automobile ..... . 61 37 20 175.332.000 re 
AVION 2. 6k se tw ET 5 4 12.275.000 74.1 
Building . ...... 26 16 8 14.778,000 25.5 
Business & Office Equip. . 9 9 3 10,206.000 + 15.8 
Chemical ae a 57 23 179.248.000 | 5.3 
Electrical Equipment. . . 17 13 7 35.242.000 - 4.8 
Farm Machinery . .. . 6 1 2 9.787.000 + 20.6 
Financial . ...... 2 23 6 $4,332.000 2.5 
Food ae a ee 14 14 80.532.000 12.0 
Garmemt . «sss ss §& 3 l 1.640.000 16.4 
ROMEO s. 6 xe & +x.» 8 2 7.598.000 1.9 
Machinery & Metal . . . 76 61 34 51.706.000 19.6 
MI oe gk ae ar ta Ss ws SO 22 9 66.724.000 13.2 
Paper & Publishing . . . 26 21 8 9.118.000 + 10.5 
rr. 26 1 128.059.9000 - 0.2 
Mumrese «2. wi tt BS 39 12 101.677.000 + 21.0 
Retail Merchandising . . 66 19 19 83,144.000 — | ae 
Rubber and Tire . . . . 7 5 l 5.448.000 22.1 
Shipbuilding & Operating 9 6 5 3.748.000 +-120.2 
Steel, Iron & Coke . . . 38 26 18 71.728.000 60.3 
ES. x. es Hw es a 17 9 13.424,000 29.0 
Tobacco re ar eee 16 l 52.882.000 — 04 
All Public Utilities . . . 47 31 6 235.732.000 — 38 
U.S. Cos. Operating Abroad 23 12 1 24.664.000 3.4 
Foreign Companies . . . 13 10 0 37.389,000 — 04 
Other Companies . . . . 18 8 3 4.396.000 — 3.2 

Total . 838 575 225 $1,468,838,000 7.4% 

*In addition to the 225 issues which yielded increased dividends, 288 paid at the same rate, 
62 reduced payments and 11 others either eliminated er deferred their payments. 











MARKET VALUE OF LISTED 
COMMON STOCKS—BILLIONS 







































stocks. 


Every one of these stocks is 


currently yielding more than 5 per cent, 


has paid dividends in each of the past 


20 years, and in the first nine months 


of this year declared dividends equal 


to, or in excess of, 


comparable 1940 period. 


Rate of Dividend Gain 


pay ments 


in 


the 


Followers of the quarterly reports ot 


dividends in THe Excuance will notice 


that the rate of gain for the list as a 


whole slowed slightly in the third quar- 


ter. For the first six months alone, the 


aggregate of common 


%.2 per cent ahead of last year, 


dividends 


Was 


The slackening of the rate can be 
attributed, in large part, to lower pay- 
ments by the public utilities. Ten of 
the 47 companies in this field reduced 
their dividends, while only 6 paid at 
a higher rate. For the group as a whole, 
dividends were 3.8 per cent lower in 
the first nine months of this year. 

If the utilities were to be excluded 
from the over-all results, the rest of the 
list would be able to show a gain in 
dividends of 11 per cent over last year. 

Another sufferer has been the retail 
merchandising group. With the lower 
W. Woolworth & Co. 


weighing heavily, results in this group 


dividend by F. 


CURRENT YIELDS OF 30 COMMON STOCKS LISTED ON 
THE NEW YORK STOCK EXCHANGE 
These Stocks Are All Yielding More Than 5 Per Cent on the Basis of Recent Prices and 
1940 Dividends. They Have All Paid Cash Dividends in Each of the Last 20 Years and 
Dividend Payments for the First 9 Months of This Year Compare Favorably with the 
Same Period of Last Year 





seater 
11 
10 


92 


Acme Steel Company 

The Amer. Brake Shoe & Fdry. Co, 
American Home Products Corporation 
The 
American Telephone & Telegraph Co. 
Beech-Nut Packing Company 


American News Company 


The Borden Company 

Burroughs Adding Machine Company 
The Chesapeake & Ohio Railway Co. 
Colgate-Palmolive-Peet) Company 
Columbian Carbon Company 
Commonwealth Edison Company 
Endicott 
General Electric Company 


Johnson Corporat ion 


General Motors Corporation 
Ingersoll-Rand 
Island Creek Coal Company 


Company 


The Kroger Grocery & Baking Company 
MacAndrews & Forbes Company 
Melville Shoe Corporation 

The F. E. Myers & Bro. Company 
Norfolk & Western Railway Company 
Pacifie Gas & Electrie Company 

The Pennsylvania Railroad Co. 
Raybestos-Manhattan, Ine. 

Reading Company 

Standard Brands Incorporated 
Underwood Elliott Fisher Co. 

Union Pacifie Railroad Company 
United Fruit Company 


my ’ tu tf a 


61 
0 
13 
17 
20 


1940 Dis. 


$3.00 
2.10 
2.70 
1.50 
9.00 
6.25 
1.40 
0.50 
3.25 
1.00 
1.60 
1.80 
3.00 
1.85 
3.75 
7.00 
3.00 
2.00 
2.40 
2.25 
1.00 
15.00 
2.00 
1.50 
1.50 
1.00 
0.40 


995 


ore) 


6.00 
4.00 


Yield 
Based 








1941 Dis.: on 19140 
19141 

Price Range 

to Date High low 

$3.00 6.3 51% 44 
1.40 6.3 39 297% 
2.20 17 5.7 51% 4444 
1.50 2512 5.9 2612 23% 
9.00 3h. 5.9 168%, 1481. 

5.25 118% 5.3 126 108 
0.90 20% 6.8 21% 18% 
(0.70 8% 5.8 gy 7% 
3.00 36% 8.9 HIG «34% 
0.50 15 6.7 16% 11% 
3.00 8074 5.7 83 697% 
1.80 26 6.9 30's 24% 
3.00 16°; 6.4 17's. 39%, 
1.05 31% 5.9 35's 28% 
2:15 10%. 93 81. 36° 
1.50 100°, 6.9 lll’. 9344 
1.50 31he 95 33% 27% 

1.50 28!» 7.0 29% 24 

2.50 291, 8.2 31% 25 
2.00 32% 6.8 33° 27% 
3.25 1% 9.6 51's 414 

7.50 200 iS 255 188 
2.00 2442 8.2 28% 22% 

1.00 225. 6.6 25%, 22 
1.12! 17% 8.5 21% 17% 
1.00 1534 6.3 18% 12% 
0.50 5% 7 6° 52 

2:25 35 6.4 37% 30 
6.00 751, 8.0 85% 75's 

1.00 73% 5.4 75 60 

/ m s heret 

t if] t 


are 4.1 per cent behind last year. 
The remainder of the picture is de- 
cidedly brighter. Shipbuilding com- 


panies have experienced a gain in divi- 
dends of 120.2 per cent; the aviation 
industry, 74.1 per cent; steel, 60.3 per 
cent; textiles, 29 per cent; building, 
25.5 per cent; rubber, 22.1 per cent; the 
railroads, 21 per cent; and farm ma- 
chinery, 20.6 per cent. 

In dollar volume, steel’s rise was the 
largest of any of the groups, 18 com- 
panies increasing their dividends to 
bring the group total from $44,743,009 
to $71,728,000. The rails were another 
big contributor to the over-all total. 
Twelve roads paid higher dividends 
to raise payments in the group from 


$84,001,000 to $101,677,000. 


77 Larger pay- 


ments by 20 automotive 


companies 
brought this group’s total up from 
$:63,103,000 to $175,332,000, 

Nearly half of all the dividends paid 
on Big Board stocks, it will be remem- 
bered, come from only 5 industries 
—automobile, chemical, petroleum, rail- 


road and public utility. 
Effect of Defense Production 


The change-over to defense produc 
tion in the motor industry hasn’t caused 
any interruption in dividends. On the 
other hand, some heavy industries more 
readily adaptable to defense work show 
only modest gains. The chemical in- 
dustry increased its dividends by only 
5-3 per cent, electrical equipment man- 
ufacturers by only 4.8 per cent. 

No definite pattern of higher divi 
defense industries and 


dends in the 


lower payments by consumer-goods 


companies stands out. The retail mer- 
chandising and tobacco groups can be 
pointed to as consumer industries 
which are not doing too well, but gar- 
ment manufacturers have increased 
their dividends by 16.4 per cent. 

The increases were widely distributed 
list; dividends 


throughout the 


were 


(continued on page 16) 
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RITING about a new tax law 

is a hazardous undertaking 
nowadays. The risk exists that the new 
will have become the old before an ar- 
ticle appears in print. As soon as the 
Revenue Act of 1941 had received Pres- 
idential approval, formal announce- 
ment was made to the effect that work 
had been started on a second Revenue 
Act of 1941, proposed to embody ad- 
ministrative procedural amendments, 
including among other things a recon- 
sideration of community property and 
joint returns. And this was followed 
soon after by Secretary Morgenthau’s 
proposal to put a ceiling on corporate 
profits at the level of 6 per cent on cap 


ital. Though not specifically stated, 





invested capital as defined In the Excess 
Profits Tax Law is here meant, which 
in many cases bears no relation to cap 
ital reported in published statements 
or the cost of shares to present stock- 
holders. 

Perhaps the most important fact in 
connection with the Revenue Act of 
1941 is that it is merely a stepping stone 
to more tax laws. Hence, in addition 
to considering the trend of general bus- 
iness, of particular industries, and of 
specific corporations, investors must to 
day take into account the trend of in 
come tax legislation, for as will be 
pointed out later in this article, tax leg 
islation during the past two years has 
materially altered the relative merits of 
many investments and future legisla 


tion is likely to do the same thing. 
Has Two-Fold Effect 
Before we look to the future, let's 


consider what has just happened. The 


Revenue Act of 1Q41 affects investors 





In tWo respects, namely, their own per 


sonal income tax and surtaxes, which 
they must pay on income derived from 
investments, and the tax charges against 
the income of the corporations in which 
they hold investments. 

As to the former, personal tax liabili 
lies, no new factor other than the in 
crease In income and surtax rates need 
be considered. The basic problem her« 
is not different from what it has been 
for some years past, though the relative 
values of tax-exempt income and tax 
able income are changed as a result ot 
Increased tax rates. Investors must nat 
urally work this out according to their 
own particular situations, though — it 
might be observed here that for in 
comes between $50,000 and $60,000. the 
net yield from a 4 per cent taxable re 
turn is but 1.56 per cent after allowing 


for Federal taxes. 


Significant Changes 


Of greater consequence 1s the effect 
of the new law on the income available 
for distribution to equity capital or 
common stock. From that point of view 
three changes are important; they are: 

1. The increase in the tax rates. 


2. The reduction in the exemption o1 
excess profits tax credit on the cap 


“For a person with an income between $50,000 
and $60,000 the net yield from a 4 per cent 
taxable return on an investment is but 1.56 
per cent after allowing for Federal taxes.” 





















ital basis to 7 per cent on the capt 
tal in excess of $5,000,000. 

2. The reversal of the tax deduction 
so that income tax is not deducti 
ble in determining the income sub 
ject to excess profits tax, while the 
latter tax is allowable as a deduc 


tion in determining the income 


subject to the income tax. 

As to the first change, the mere state 
ment of what has been done is all that 
is needed here. The added 7 per cent 
surtax and the increase of 10 per cent 
in the excess profits tax rate will natu- 
rally reduce the net income, after tax, 
available for common shareholders. In 
many cases this will be more than off 
set by increased incomes which will re- 
sult from the fact that the vast majority 
of our people will have much more 
money to spend and fewer things to 
buy with it. This, in the long run, will 
mean higher prices and greater profits. 

Imposing a surtax rather than in- 
creasing the regular income tax rates 
will have a more important effect upon 
financial institutions which derive in- 
come from certain sources heretofore 
tax exempt. Designating the additional 
tax as a surtax will bring into the field 
of taxation substantial amounts of in- 


come formerly fully exempt. 
Alters Relative Tax Positions 
With 


corporations, however, the relative posi 


respect to ordinary business 
tions of many corporations may be ma 
terially affected by the two changes last 
mentioned. In the case of corporations 
using the invested capital exemption 
method the reduction in the allowance 
on invested capital from 8 per cent to 
7 per cent on the capital in excess of 
$5,000,000 will add to the tax burden. 
On the other hand, corporations  us- 
ing the income exemption method 
based on the average earnings for the 
19 30-39 base period are not affected by 
such a change. Hence, considering the 
relative merits of two or more potential 
investments, the effect of this change 


in the law should be taken into ac- 


count, and in this connection, one 
should bear in mind that statutory in- 
vested capital may be, and in many 
cases is, much less than the capital 
shown in published balance sheets or 
represented by the shareholders’ pur- 


chase costs of their investments. 


Magical Figures 

The third change is perhaps least un- 
derstood and requires the most explana- 
tion. Its repercussions will vary with 
the capital structures of the many pub- 
lic corporations. When even some of 
our legislators cannot understand how 
the hokus pokus of transposing tax de- 
ductions magically produces upwards 
of half a billion dollars of revenue, it 
is no wonder that the average investor 
fails to catch its significance. This is 
how it works. 

Under the law before the amendment 
by the Revenue Act of 1941, the income 
tax which is necessarily payable on the 
net income, regardless of the relation- 
ship between that income and either 
invested capital or base period earnings, 
was first deducted and only the re- 
mainder of the income was compared 
with the allowable exemptions to de- 
termine the amount, if any, which was 
subject to the excess profits tax. Thus no 
profits were excessive until after the in- 
come tax had been paid. 

However, the new law reversed the 
deductions, and applies the excess prof- 
its tax to the net income before deduct- 
ing the income tax which must be paid. 
Thus excess profits are subjected to 
two taxes, first the excess profits tax 


and then the income tax. 


Reduces Allowable Income 


The net result, in the case of corpora- 
tions earning in excess of $5,000,000 
and being subject to the highest excess 
profits tax rate, is to reduce the allow- 
able income before excess profits taxes 
are assessable to the equivalent of 4.83 


per cent of capital. 


Fundamentally, the income tax is a 
charge against earnings which must be 
paid before any income is available for 
the stockholders. It is an essential cost 
of doing business, yet the excess profits 
tax is applied without deducting the 
income tax. In some quarters this 
switch of the tax deduction, though un- 
supportable from an accounting point 
of view as a means of determining tax- 
able income, has been justified as being 
an indirect method of reducing the al- 
lowable exemption on capital. 

This remains a fact despite the state- 
ments of the Secretary of the Treasury 
suggesting that the exemption should 
be reduced to 6 per cent on capital. It 
is already well below that point, so far 
as the larger corporations, now subject 
to the highest excess profits tax brack- 


ets, are concerned. 


Onus on Preferred Stock 


This change becomes particularly im- 
portant in connection with corporations 
having outstanding issues of preferred 
stock. So far as common stockholders 
are concerned, the issue of preferred 
shares is merely a means of borrowing 
money. It places a prior charge against 
the corporate earnings, though without 
the more severe restrictions and liabili- 
ties that apply in a case of bonded in- 
debtedness. However, the amount re- 


quired to meet preferred dividend 
payments is not recognized as a deduc- 
tion in figuring any of the applicable 
taxes. Thus, a corporation having out- 
standing a 7 per cent preferred stock 
must earn 14.85 per cent on such pre- 
ferred in order to break even so far as 
the common shareholders are con- 
cerned. This is after allowance for the 
corporate excess profits and income tax 
and assumes that the capital exceeds 
$5,000,000 and the highest excess profits 
tax rate applies. 

After such a corporation earns 14.85 
per cent on the preferred stock and 

(continued on page 12) 
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GALLOWAY 


UCH water has passed over the 
M dam since the flamboyant days 
of the 1920's when so many people 
from bootblacks to bootleggers and ty- 
ros to tycoons could, and often did, 
make—on paper—as much in_ stock 
market profits in one day as they earned 
in a month. 

Yet a lot of folk liked to think they 
were investing back there, on a short- 
term basis, of course, with “appreciation 
of capital” the guiding light. I mention 
the past to pave the way to a few ob- 
servations about the strangely altered 
present. The present is strange in its 
alteration because when the man in the 
street speaks of investment he really 
means it; speculation no longer con- 
fuses his thinking, for speculation—at 
present—is riding on a slack tide. 

When an investor nowadays weighs 
investment problems his vision of com- 
mon stocks as investments is less 
clouded than it was a few years ago. 
He is in a position to think more clearly 
about them than in periods when in- 
vestment and speculation were too often 
used as interchangeable parts in his per- 
sonal economic machine. But is the in- 
vestment highway made thereby much 
smoother than it used to be? 

It is a fair statement that successful 
investment in common stocks has al- 
ways demanded an astuteness not usu- 
ally associated with the layman. Un- 


fortunately, there never has been—nor 


NOT STATIC! 


By LEICESTER W. FISHER * Vice President, Van Strum & Towne, Inc. 


is there now—any fixed set of rules that 


guarantee successful stock investing. 
The reason for this is that many fac- 
tors are involved and most of these 


factors are subject to frequent revision. 





Point and Counterpoint 


Much depends upon the point of 
view, joined with personal experience, 
when common stocks are weighed 
primarily as investments. In an artti- 
cle in the September issue of THE 
ExcHance,. Mr. Waldo W. Sellew. writ- 
ing as a private investor. leaned toward 
the acquisition from time to time of 
old-established issues with good divi- 
dend records and their continued re- 
tention unless strong reasons for their 
replacement by others should arise. He 
looked askance at the theory of “switch- 
ing” from one position to another as a 
broad proposition. The article on this 
page. by an investment counselor, 
deals with the complexities of stock 
investment from the opposite angle. 











Persistent vigilance is necessary, casual 
acceptance of a stock’s age and past 
record can often result in disappoint- 
ment, and to put a stamp of perma- 
nence on any stock’s residence in one’s 
strong box is to run the risk of ultimate 
disillusionment. 

The individual who bought such is- 
sues as: du Pont, American Tobacco, 
General Electric, American Can, Union 
Carbide, etc., twenty years ago, and 


who retained his holdings in the in- 





terim, must indeed regard himself as 
a successful investor. For he has re- 
ceived a handsome return on his in- 
vestment, and his holdings today are 
worth several times the initial cost. 
From contemplating stocks which are 
seen in retrospect to have established 
long and good records, turn realistic 
Take the Stock Ex- 


change list and select a half dozen 


for a moment. 


which, twenty years from now, will 
make as strong a performance showing 
as those mentioned; stocks which have 
been owned publicly for, say, five years. 
Would you risk it? You might do so, 
but you can have no solid assurance 
that your judgment will be proved to 
be sound. 

Look at stock investment from an- 
other angle. An investor who put 
$10,000 into a stock at 60 ten years ago, 
a stock that has paid him $3 a share 
annually and that is currently selling 
around the purchase price, might re- 
gard his commitment as reasonably sat- 
isfactory. But had go or 50 been the 
price, the accomplishment would. have 
been materially better; and if an an- 
nual return of 6 per cent, plus substan- 
tial appreciation of market value, were 
realized in a period of less than ten 
years, the result would have been even 
more pleasing. 

Under no conditions can there be 
positive assurance that stock investment 


(continued on page 14) 





= DIMINISHING. 
= RETURNS - 
ON FINANCIAL 
DISTRICT 
=. RENTALS 


HE demand for ofhce space in 
New York’s financial district) has 
increased 


substantially, Tenantry as 


represented by Government agencies 
ind small firms is greater than it was 
four vears ago. A cheerful economic 
emphasis could be laid upon this de 
velopment in the center of the city’s 
largest single industry, were it not for 
a depressing, basic fact. 


Rental 


They 


rates are distressingly low. 
are too low to cover building 
maintenance and taxes. They permit 
virtually no return on invested capital. 
They seriously impair the ability of real 
estate to pay adequate Wages to labor. 

Realty men estimate that a rental rate 
of 92 per square foot 1s necessary for a 
property in the financial district to 
break even, averaging the older and the 


newer buildings. Yet leases of many 


thousands of square feet have been 


made recently in thoroughly modern 
lower 


structures at rates materially 


than $2. The same space commanded 
from $2.75 to upwards of $5 under leases 
of the early 1930'S. 


Why 


rates? Simply to increase cash receipts 


are owners accepting losing 


in order to meet realty tax bills! 

Does the increased demand for space 
foreshadow an imminent rise of rates 
above present levels the lowest in 
twenty years? The opinion of realtors 
is divided. A positive answer has to 
overcome the mathematics of current 
vacancies: it is estimated that around 
2,000,000 square feet ot downtown of- 
fice space continues untenanted. The 
scope of the “buyers” market” in rentals 
is accentuated by this vast unrented 
area, although further Federal and mil 
itary preemption of space during this 
Autumn’s acceleration (several leases of 
25,000 to 70,000 square feet have lately 
been closed ) may alter the picture. 

Some of the causes of the terrific 
realty depression south of Cortlandt 
Street are well known. But there is one 
that is dominant. Hundreds of firms 
engaged in the securities brokerage 
business and the issuance of corporate 
securities have been compelled by the 
shrinkage of their business volume to 
give up more and more of their space. 


While precise records of the square feet 


occupied by the 428 New York Stock 
Exchange firms with main offices in 
the financial district do not exist, it is 
estimated that the total is no more than 
60 per cent of the space leased by Ex- 
change houses in 1933. Occupancy 
experience has been similar among non- 
member houses of issue and brokers 
and dealers in the unlisted market. 
Slack business, office vacancies, high 
realty appraisals for tax purposes, and 
the excessive New York State tax on 


stock transfers, are the elements com 


posing the burden upon realty owners. 
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vsurden reaches out for other shoul- 


ders. too—those of some 200,000 former 
financial district employes who work 
there no more; those of scores of shop- 
keepers and their clerks; those of the 
150.000 present workers whose incomes 
are depressed because of the reduced 
earnings of their employers. 


Shackles on Recovery 


There is no formula or panacea for 
bringing improved health to financial 
district realty and much of the financial 
business conducted there. But there are 
obvious forces at work which stand in 


the road of recovery. As the welfare 






















































north of Battery Park. Within these 
boundaries are lodged the principal 
downtown banks and practically all the 
offices occupied by the firms engaged 
in the securities business. 

For comparison purposes, the trend 
of assessments on all the taxed land of 
Manhattan Island from 1926, as a base, 
through 1940 is also charted. Study of 
the chart will show that, while the as- 
sessments of Manhattan, as a whole, 
increased more than 46 per cent be- 
tween 1926 and 1921, the reverse of the 
curve thereafter brought discrepancies. 
From 1931 through 1940, valuations for 


tax purposes declined until in the latter 
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of the City of New York is involved as year they were, for Manhattan, only 
n : . i ; ; 
deeply as are the interests of realty 2.3 per cent higher than in 1926, yet for 
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trace the routes of land assessments and 


Stock Exchange volume. In 1936 tran 
sactions in stocks made their last rec- 
all 


comparable with the preceding years 


ord, for a year, which was at 


that were considered normal and 


profitable to firms engaged in the busi- 


1g40 


assessments receded S.4 per cent for 


ness. From that year io land 


cent for the 
Stock 


change turnover dropped 58.2 per cent. 


Manhattan, only 2.1 per 


financial district and Ex- 

The chart traces, along with realty 
assessments, the trend of two businesses 
which figure heavily in the financial 
district’s well-being, or the lack of it 

. the volume of corporate securities 
New York Stock 


change stock turnover. To summarize 


flotations and Ex 
the chart’s composite picture: 

From 1920 through 1Yg40, these busi 
nesses lost approximately 50 per cent of 
their volume, the tax assessment on the 
land they tenanted increased 16.9 per 
the similar assessment. for 


cent, and 


Manhattan increased 2.2 per cent, 
5 


“Orphan Child” of Neglect? 


No brief would be held by anybody 
on the proposition that a mark-down 
from present levels of realty assessments 
could, alone, stimulate business in the 
financial district. Such a movement 
would, however, offset the discouraging 
impression that the district, normally a 
large revenue producer for New York 
City, is an “orphan child,” suffering 
from plain neglect. The economic re 
lationship between rents and the realty 
tax burden is now strained to the point 
of distortion. 

Underneath, high assessments of land 
and buildings lay a deadening hand 
upon investment values of the district: 
above, the discriminatory stock transter 
tax acts to restrict an Important secuon 
of the securities business. Compared 
with a State tax of $3 or $4 a hundred 
shares, depending on the price, many 


stocks listed on the New York Stock 









Exchange may be transferred in Illi- 
nois, Ohio, Michigan, Missouri and 
California without the payment of any 
State tax at all. In States where taxes 
are applied, as in Massachusetts and 


Pennsylvania, more than 


rates are 33 
per cent lower than in New York. 
Record of The Exchanges 
Stock transfer taxes, in their inci- 


dence against the securities business in 
New York, are traceable, in part, in the 
flow of business away from the Empire 
State, The table in the adjoining column 
shows the amount of business done by 
eight stock exchanges in New York 
Stock Exchange listed stocks in relation 
to their total volume of transactions. For 
seven of the eight, it is higher than 30 


per cent. 


Exchange 


1937 1939 1940 
cf “ C t ¢ “ 

Boston 64.9 76.1 76.7 
Chicago 14.5 49.8 51.1 
Cleveland 5.2 16.0 32.7 
Detroit 30.0 44.9 39.7 
Los Angeles 8.7 37.9 31.2 
Philadelphia 72.6 $1.8 80.7 
Pittsburgh 8.0 13.4 7.4 
San Francisco 44.3 41.9 38.7 


What economic results could be fur- 


thered by an easement of the tax? 
More business for an important finan- 
cial district, more employment, higher 
rental rates and a more reasonable re- 
turn on realty investment; and_ the 
lessening of a persistent threat of con- 
tinuing decay in a section which for a 


New York 


. and the source of sub- 


hundred years has been 


City’s pride . . 


stantial tax revenue to New York State. 








Investors and the New Tax Law 


(continued from page 8) 


pays the applicable taxes, there remains 
just 7 per cent, which must go to the 
preferred shareholder. 

If the old method of taking the tax 
deductions and figuring the income 
subject to tax had been continued, but 
taking into account the increased tax 
rates, such a corporaion would have 
had to earn 10.145 per cent on the pre- 
ferred stock in order to permit its com- 
mon shareholders to break even. 

Adding almost 8 per cent to the earn- 
ings requirements will indicate to some 
corporations that a consideration of the 
possible effect of retiring the preferred 
shares is in order, and in the case of 
investors in common stock the effect 
of an issue of preferred stock must be 
taken into account. In comparison, a 

per cent bond requires that the cor- 
poration earn only 7 per cent in order 
to permit the common shareholders to 
break even, and any earnings above 
per cent, subject to the tax, are available 
to common shareholders. 


The earnings requirements decrease 


I2 


rapidly as the rate of return on the pre 
ferred stock decreases, so that in the 
case of a 5 per cent preferred stock, 
only 7.6 per cent need be earned in or 
der to provide for the preferred stock- 
holders and the applicable taxes on 
income. So far as this writer is con- 
cerned, the principal effect of the new 
tax law, aside from the general increase 
in the tax burden, lies in the relative 
effect it will have on common stock in- 
vestments in corporations having out- 
standing either a bond issue, a preferred 
issue, or neither. 


stock Corporations 


having high-rate preferred stock out- 


standing suffer relatively more than 
other corporations. 
So much for the Revenue Act of 


1941. What about the future? 

The ax is suspended for “income 
credit” corporations. Congress has so 
far prevented it from falling, though 
the Treasury Department has twice 
urged that it do so, 

During the prescribed base period, 


1936-39 inclusive, a number of corpora 


tions earned a return on recognized in- 
vested capital considerably in excess of 
the 7 per cent allowed as the basic ex- 
under invested 


emption the 


capital 
method. Such corporations are per- 
mitted to continue to earn the same 
amounts of income before the excess 
profits tax applies. In fact, where ad- 
ditional capital has been paid in to the 
corporations, the allowable, non-taxed 
earnings may exceed the average dur- 
ing the base period; and where the cor- 
porations were growing during that 
period, the so-called growth corporation 
method of determining the average 
earnings may result in an exemption 


in excess of the straight average. 


A Typical Illustration 


If the right to the income credit 
should be eliminated from the statute, 
the resulting additional burden would 
be severe in many cases. As a typical 
illustration, take the case of the cor- 
poration having a statutory invested 
capital of $25,000,000, which earned 
during the base period an average of 
accordance 


D3, 00,000 


(computed in 
with the statutory method of ascertain- 
ing the average annual income) and 
which earns $4,000,000 during the cur- 
rent taxable year. Its excess profits tax 
under the present method would 
amount to $641,000. However, if its 
right to use the income credit method 
were removed from the statute and it 
were required to use the regular in- 
vested capital method, its excess profits 
tax would be increased to $1,371,000. 
Generally speaking, corporations en- 
goods activities, 


gaged in consumer 


either production or distribution, in- 
cluding chain store operations, have 
found that the income credit method 
is more advantageous. In some cases 
it produces substantially greater credits 
and results in much less tax than the 
use of the invested capital method, so 
that the possibility of its elimination 
stands as a constant threat to invest- 


ments in such corporations. 
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ALL 


(he former (but long since retired) 
writer of brokerage house letters thumbed 
through a copy of the Stock Exchange's 
rules. Reaching Rule 441, he insisted upon 
declaiming a part of it in a tone which 
plainly showed relief. “No member, mem- 
ber firm or partner thereof shall solicit 
margin accounts by communicating with 
any person at his home or place of resi- 
dence, except by mail, unless such person 
previously shall have given express per- 
mission in writing for such communica- 
tion.” 

We remarked that the rule had been in 
force for a long time and had _ been 
amended as recently as June 1, 1939. Well, 
he parried, a mere student of market 
phenomena like me is bound to overlook 
something now and then, and when I got 


garbled account of this prohibition from 


golf player, as our foursome was held up 
on the fifth tee last Saturday, I was dis- 
turbed. Yes, sir, I thought that the last 
vestige of the old speculative days had 
been consigned to the limbo of the dead. 
But who ever heard of margin accounts 
being solicited at a trader's “home or place 
of residence?” 
>« 

Is a margin account in the same category 
with a vacuum cleaner or a first edition 
of Milton’s “Paradise Lost’? No, sir, the 
application of venture capital to a stated 
amount of U. S. Steel, Kennecott, or what 
not, usually has its roots in a location dif- 
ferent from a home or other residence. 
Unless you can call the steam room of an 
athletic club at 5 P.M. a residence, or the 
lounge at Wykagyl, Glen Oaks or the Uni- 
versity Club a transient kind of home. 

The contacts which result in new mar 
gin accounts occur in a less hallowed at- 
mosphere than a home. I know a broker 
who, hampered by dark sun_ glasses, 
stumbled over a recumbent form on a 
Florida beach. His apology blossomed into 
an acquaintance, the two men proceeded 
trom bathing to fishing together, and the 
broker brought a large margin account 
back to New York with him. If he had 


———— 
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met the customer-to-be amid the formal 
restraints of the latter's Grand Rapids 
home, he wouldn't have gotten to first base 
in talking up the brokerage business. And 
besides, how could the broker happen to 
be in Grand Rapids under circumstances 
that would take him to the other’s home? 
The brokerage business is still far from 
being psychic. 

Margin accounts are developed, though, 
by more influences than friendship. Mutual 
confidence between broker and customer 
is one, and another is the customer’s belief 
that the broker is a thorough business man, 
also an articulate enthusiast about his 
work. 

»« 

We objected that the reorganized Asso- 
ciation of Stock Exchange Firms was 
hardly of the same order as a Kiwanis or 
Lion’s Club. Hold your horses, the visitor 
interrupted, and inject a little vision into 
your slant. If a trade body couldn't see any 
further ahead than the shaping of methods 
to arouse a little brokerage business 
through public speeches and luncheons, it 
might as well fold up. The party of the 
second part—meaning the public—is not 
always the direct focal point of such an 
organization's effort. No, sir, if you'd ever 
attended a convention of the American 
Iron & Steel Institute, which I did on sev- 
eral occasions, or any other trade group, 
you'd know that one of the most signifi- 
cant results brought about by such an 
organization is internal—and personal. 

Esprit de corps? Not only that, he con- 
tinued, but the intimate exchange of in- 
formation about methods employed by a 
member in Houston or Los Angeles or 


Minneapolis or Atlanta or Pittsburgh or 


New York to stimulate interest in listed 
securities in their immediate localities. 
»« 


What this Stock Exchange business 
needs—the visitor really began to warm 
up—is a stronger sense of its importance. 
More of a realization that Stock Exchange 
and brokerage services are well up toward 
the top of those essentials which have cre- 
ated the American way of life. Did you 
ever stop to think of that? Do you ever 
consider what the Exchange’s list of securi- 
ties means to the people of this country? 
If your thinking stops when it contem- 
plates the list merely as stocks and bonds 
which somebody buys and somebody else 
sells, paying a broker a commission for 
buying or selling, you don’t grasp the 
value of the list at all. 


»« 


People who own listed securities, | 
firmly believe, have a truer sense of Stock 
Exchange usefulness than a lot of mem 
bers and their partners possess. Put that 
in your pipe and smoke it! An investor in 
a listed security not only puts his money 
into it; he also puts a part of his future 
into it, and, essentially, a trader, too, puts 
part of his future hopes and aspirations 
into a margin account. To the investor or 
trader, the Exchange and his broker are 
intimate elements in his plans. 


»« 


A closer cooperation of brokers through 
the revamped Association of Stock Ex 
change Firms should bring about a valu 
able exchange of business information. 
Out of that should, and I think w//, grow 
a real enthusiasm for the work they are 
engaged in—an increasing respect, too, for 
the public utility of their work. And the 
plain evidence of confidence in the values of 
Stock Exchange securities and services that 
the trade body will lay before the public 
will, in turn, be reflected in the confidence 
of the public in the same elements. Do 
you follow me? When results begin to 
show, that Rule 441 will be of academic 
interest and nothing more. 








Stocks Are Not Static! 


(continued from page 9) 


will perform as well as in the second 
theoretical instance. At the same time, 
it is not too much to expect results that 
are better than the market averages as 
a wWhole—and perhaps quite reasonably 
better. Provided that certain ingredi- 
ents go into the investment procedure 


employed. 
Diversification Needed 

Andrew Carnegie’s advice to “put all 
your eggs in one basket and then watch 
that basket,” has no place in sound in- 
vestment procedure. For every instance 
where that policy has proved successtul 
there are twenty cases where it has been 
unsuccessful. You might get rich by 
sinking all your money into one stock 
but the chances are against you. Try 


an outright speculation if you will— 


some new company or industry—but 
don’t call it investing. 
Diversification is to investing what 


yeast 18 to bread. Every well conceived 
stock portfolio should contain at least 
two and preferably three broad cate 
From the long-term 


gories of issues. 


point of view, the so-called growth 


stocks are the most important. These 
include several chemicals, certain elec 
trical equipments and a miscellaneous 
list of other industrials. 

Cyclical stocks are the ones which al 
most always record the greatest’ per 
centage upswing during a pronounced 
market rise. Prominent among these 
are the prince or pauper industries. The 
man with the fortitude to buy the stock 
of a steel company when the industry 
is in the doldrums is likely to be well 
rewarded for his venture. 

The 


industries and businesses that show the 


semi-stable issues are those ot 
least fluctuation during the extremes of 
the business cycle. Certain department 
and chain stores, pharmaceutical com 
panies and financing enterprises are in 


this category, There are various others 


4 


in miscellaneous lines of endeavor. 
Ot these three groups the semi-stable 
issues usually cause the investor the 
least loss of sleep. He may easily wit 
ness a decline in the value of his hold- 
ings but his feelings are usually soothed 
by the receipt of dividends four times 
a year, albeit in varying amounts. 
Regardless of how attached an inves 
tor might be to any one of his hold 
ings, the worst thing that he can do is 
to put it away and forget about it. 
Stocks have 


been known to take of- 








fense; if you forget them, they may 


forget you. A stock is not a member 
of your family or even necessarily a 
friend. Regard it as a commodity. You 
would be glad to sell your car at a 
profit provided you knew you could re- 


place it advantageously. 


Values Constantly Changing 


Don't assume that, just because your 
stock represents the best value in the 
industry today, it will hold the premier 
spot tomorrow. The relationship be- 
tween stock prices in a given industry 
—to say nothing of other industries— 
is constantly changing. There have 
been many instances in the past when 
Chrysler 


Motors 


appreciation being the objective. And 


was preferable to General 


and vice versa, medium-term 


in numerous cases stocks of companies 
in other industries have been preferable 
to either. 

How are these relationships deter- 
mined? In innumerable ways. Every 
now and then stocks have a habit of 
getting “out of line” for no apparent 
reason. A rise or fall of several points 
frequently presents an opportunity to 
switch that may be worth a year’s divi- 
dends or more. 

But more frequently there are definite 
reasons for price readjustments. Man- 
agement changes, important orders, 
larger earnings or dividends than an- 
ticipated, new financing, mergers, new 
inventions, lawsuits—all of these things 
and many more have a vital effect on 
stock prices. The investor who ignores 
such things may not be asleep at the 
switch but he is at least dozing. 

Aside from these factors, which af- 
fect a company in a given industry fa- 
vorably or unfavorably as compared 
with other companies in the same in- 
dustry, there are broad influences work 
ing for or against specific industries. 
War, or 


legislation, rulings by prominent ad- 


the threat of it, national 
ministration officials and the like have 
an important and varying effect on 


entire industries. 


Problem of Priorities 

Many successful companies in nu- 
merous industries today face grave 
problems because of priority regula- 
tions. Other concerns that have enjoyed 
a virtual monopoly in the past have 
had their future outlook changed dras- 
tically because of the necessity of bring- 
ing other companies into the field in 
order to increase production. 

All of these things must be weighed, 
one against another, in determining not 
only stock purchases but sales as well. 
The prospective purchaser, other than 
the quick-term trader, should not only 
appraise all available present facts per- 
taining to the company in which he is 

(continued on page 15) 
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~— IMPROVEMENT —— 
IN BOND LIST NOTED 





ITH a number of carriers mak- 

ing progress toward reorgani- 
zation, prices of defaulted rail bonds 
have advanced 54 per cent on the New 
York Stock Exchange since the first of 
the year, measured by the Dow-Jones 
index. 

Clearing up of the difficulties of the 
rails will solve a major problem of the 
bond list, for the obligations of 28 rail 
systems account for nearly 97 per cent 
of total delinquencies among unma- 
tured corporate bonds. 

It is noteworthy that only 5 indus- 
trial bonds, among the unmatured 
issues, are in default as to interest pay- 
ments. 

Meanwhile, 106 issues of 16 rail sys- 
tems, of $1,984,000,000 par value, are 
involved in reorganization plans. An 
additional 26 issues of g systems, hav- 
ing a par value of $20,000,000, have 


not yet developed acceptable plans. 


The status of these securities is sum- 


marized below: ; . 
No. of Par Value 


Issues (Millions) 
Plans approved by the 
Interstate Commerce 
Commission and by 
the Court ; ... . 39 $906 


Approved by the Inter- 

state Commerce Com- 

mission and awaiting 

Court approval or 

disapproval . . . 59 970 
Awaiting final Inter- 

state Commerce Com- 


mission plan...) 8 108 
Without a plan . . 26 280 
Wetah & «. . & 3 022 $2,264 


The over-all situation of the domestic 
corporate bond list is somewhat im- 
proved over a year ago, when an earlier 
survey was made by Tue Excuance 
(October, 1940, issue). Today only 142 
issues among those maturing after 1942 


are not meeting interest requirements, 





Year of 
Maturity 


Not Meeting 
Interest Requir. 





No. of Issues Par Value No. of Issues Par Value No. of Issues Par Value 

—000— —000— —000— 
1943 3 $ 7.395 15 $ 77.977 6 S 63.674 
1944 9 56,972 9 110.793 
| 1945 9 95.045 8 10.349 7 10.396 
| 1946 to 1950 33 520.411 51 794,546 8: 1.007.475 
| 1951 to 1960 15 395.530 68 271,232 133 2.298.605 
1961 to 1975 14 327.661 34 548.403 132 4.483.952 
1976 to 2000 35 1.015.438 57 1.323.627 34 884.223 
| After 2000 3 17,822 10 225.875 M4 156.179 
| TOTALS 142 $2.409,302 252 $4.344.981 118 $9.345.297 


SURVEY OF THE MATURITY AND CALLABILITY OF LISTED 
DOMESTIC CORPORATE BOND ISSUES 


Maturing on or after January 1, 1943 
(as of September 30, 1941) 


Meeting Interest Meeting Interest 
Requirements Requirements and 
but not Presently Callable 
Presently Callable 








contrasted with 166 at the earlier time. 
Only one issue maturing in the next 
15 months is in default, compared with 
g at this time last year. There has been 
a slight reduction, also, in the number 
of matured and unpaid bond issues: 
these numbered 76 last September 30, 
as against 7g a year ago, 

The forecast made in the October, 
1940, survey that $2,000,000,000 of cor- 
porate bonds would be refunded in the 
following twelve months has been sub 
stantiated within 5 per cent. Corporate 
totaled 


refundings in this — period 


91,QO07,000,000, 
/ 





Stocks Are Not Static! 


(continued from page 14) 


interested, but should analyze longer 
term trends to the best of his ability. 
He cannot be a soothsayer but, with 
the proper information, he can at least 
be sound in his thinking. 

Services Available 

The average investor has not the 
time—and perhaps not the skill—to 
make an exhaustive survey of the stocks 
in which he is interested. But, fortu 
nately, there is probably more compe 
tent advice available to him today than 
ever before. The better-known statisti 
cal organizations have reached a high 
degree of efhciency in their work. Many 
brokerage houses maintain capable re- 
search staffs, while the more firmly es 
tablished investment counsel firms are 
doing the most comprehensive job in 
the history of this relatively new pro 
fession, 

There is no substitute for informa 
tion, properly applied. This is a rapidly 
changing world. What is fact today 
may be a thing of the past tomorrow. 
Nobody can know all the answers. But 
the very nature of the uncertainty. re- 
sults in a constantly shifting appraisal 
of stock values. The astute investor will 
make it a point to capitalize on all of 


the information at his disposal. 








Higher Dividends 
Lift Stock Yields 


(continued from page 6) 


higher in 22 of the industrial groups, 
somewhat lower in 5 groups. 

In comparison to the over-all gain in 
dividends of 7.4 per cent, earnings of 
570 listed companies which have re- 
ported their results rose 24 per cent 
in the first six months. This suggests 
that the rate of dividend increases may 
be well maintained throughout the re- 
mainder of the year. 

However, the wariness of corporate 
policy in the face of business disloca- 
tions and widespread uncertainties is 
apparent from the disparity between in 
come and dividends paid. The large 
cash reserves needed to meet tax bills, 
the increased funds tied up in inven- 
tories, the greater need for money to f- 
nance receivables, and the continuing 
prospect of higher wages and other costs 
are among the causes which have been 
cited for the hesitancy in distributing 
profits. Added to this is a belief that 
monetary resources should be husbanded 
now so as to lessen any need of reduc- 


ing dividends later. 


Less Caution in 1940 


In 1g40, before some of these condi- 
vlons became sO prominent, an average 
gain in income of 17.8 per cent led to a 
13 per cent increase in the total divi- 
dends of listed companies. 

The succession of dividend increases 
—while listed stocks are selling for as 
low as their average market value in 
the last year of the business depression, 
1938—is resulting, nevertheless, in bet- 
ter current yields than have been expe- 
rienced in nearly a decade. The outlook 
for further increases in profits, after 
taxes, is said to be obscure, but to re- 
cent buyers of selected common stocks 
a leveling off of dividends at near the 
current should not dis- 


rate prove a 


couraging prospect. 
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Steady Dividend Earners 


Under the above title the Quincy, Ill., Herato-Wiic recently 


published the editorial which follows: 





“Floods of mail have been pour- 
ing into the offices of THE Ex- 
CHANGE, publication of the New 
York Stock Exchange, since it pub- 
lished in a recent issue a list of 65 
stocks which have been paying 
dividends continuously for periods 
of from 25 to 40 years. This item 
was picked up and re-published in 
many parts of the country. The in- 
quiries the item elicited were as 
varied as the circulations of the 
newspapers which carried it. The 
writers included many financial of- 
ficers as widely scattered as Cali- 
fornia, Delaware, Kansas, Massa- 
chusetts, New Mexico, North Caro- 
lina and New Jersey. 

“Who 


these 


wanted to know about 


consistent dividend-earners 
through periods of distress and 
prosperity ? Were they the million- 
aires of the country? Not at all. 





“One letter came from a court 
reporter from Staunton, Va., an- 
other from an Oriental rug dealer 
in New York City, still another 
from a dentist in Ridgewood, N. J.. 
with other inquiries from a whole- 
sale produce dealer in Paterson, 
\. J., a federal housing adminis- 
trator, a Maryland peach dealer, a 
Cincinnati of fine 
matzos, a dairy company in Brattle- 
boro, Vt., a naval officer, the branch 
of La Banque Nationale de Rou- 


manufacturer 


manie, an acoustical engineer of 
Augusta, Me., the Argentine Finan- 
cial Service. the secretary of a con- 
gressman and a westerner who add- 
ed to his request his hearty good 
wishes for success of the Brooklyn 
Dodgers. 

“One could throw the letter-writ- 
ers together and get a composite 
picture of America.” 








Challenge from Within 


(continued from page 4) 


enced and tried. Factual and convincing 
information is available as never before 
to demonstrate the advantages to the 
investing public of listed securities and 
of the business methods applied by 
members of the New York Stock Ex- 
change. The hall mark of the institu- 
tion never rested on a sounder base 
than it does today. 

Media for carrying our message are 
numerous and sympathetic to economic 
enterprise with a definite public inter- 
est. In the the 


prospectus of new 


organization, many measures were 
enumerated by the retiring Board of 
Governors. The new Board will bring 
new ideas and the prosecution of the 
work will develop new avenues. The 
field is literally limitless. 

As to the direct benefits to the public, 
success of the program would, in. its 
inner significance, make for the integ- 
rity of private capital and individual 


Our 


point of capital and property. 


focal 
The 


presentation of reasoned and soundly 


initiative. business is the 


prepared factual information, especially 
among the younger generation, would 
be effective in the maintenance of the 


American system of liberal capitalism 


+ and private venture. Unquestionably, be of advantage to industry, capital in this unified movement for the pro 


we can make a convincing case. The and investors. motion of our business with their per- 


business of Stock Exchange member Our business has an opportunity and sonal cooperation and effort in’ the 
firms consists solely of servicing capital, a challenge. The modernization of the work ahead, is the guaranty of its suc 
large and small, and this is an essential Stock Exchange is accomplished. The cess. The cumulative effect of organ 
economic function. A broad market trade association provides the means for ized and vigorous effort of the Stock 
place for securities is vital to the implementing the many forces at our Exchange and its member firms toward 
financing of private capital investment, command in order to effect an enlarged — the objectives mentioned cannot but be 
and any program which acts to increase employment of the facilities centering an ever-widening public understanding 
the uulity of the market place for cred- upon the Exchange. of the intrinsic values of our. business 
itors and partners in American enter- The enlistment of every member and) and = improved conditions in our 
prise, and truly serves the public, will member firm throughout the country industry. 








MONTHLY STATISTICS—NEW YORK STOCK EXCHANGE 
194] 1940 
MONTH END DATA SEPTEMBER AUGUST JULY SEPTEMBER 
SORE oe ik SS mw ee Ke we ee ee 1.463 1.464 1.463 1.453 
2. OMe DEM 2 wk kk kt we ww ee ew OND 1.236 1.233 1.229 228 
3. Per Valuc of Bonds Listed . . . . «© 1 ss s «© « « (MLS) 56.387 56.101 56.041 53.913 
4. Bond Issues Listed . . . . . i = Se = es ee © oo ee L275 h2i2 1.27] 1.340 
5. Total Stock and/or Bond Nata gat Se we ee S = Se 1.278 1.277 1.275 1.294 
6. Market Value of Listed Shares . . . ..... =. +. «(Mil;i.S) 10.984 11.472 11.654 11.492 
7. Market Value of Listed Bonds . ......... =. (Mii) 53.418 53.217 53.260 19.643 
8. Market Value of All Listed Securities . . 2. . . . . (Mil) 94.102 94.689 94.914 91.135 
9. Flat Average Price—All Share Issues . . . . 2... . US) 39.36 39.59 39.62 37.79 
10. Shares: Market Value — Shares Listed . . . . . . . (8) 28.02 28.32 28.16 28.56 
11. Bonds: Market Value — Par Value ........ (8) 94,74 94.86 95.04 92.08 
12. Stock Price Index (12/31/24=100) . . . 2... 1 1 (4) 55.9 56.5 56.7 56.7 
13. Shaves in Short Interest? . . 5. ws tw tlw wt 6D OW) 87 170 87 518 
14. Member Borrowings . . . , «eo SS 117 513 104 
Per Cent of Market Value of L inted Sha Me a wows w 8S) 1.02 1.21 0.97 
15. N. Y. S. E. Members’ Branch Offices . . . . . . . .) (Ne) 881 887 899 1.018 
16. Total Non-Member Correspondent Offices . . . . . . (No.) 2.987 2.997 3.009 3.304 
— 
DATA FOR FULL MONTH 
17, Reported Share Volume ........... . (Thou) 13.516 10.875 17.873 11.940 
re Daily Average (Incl. Saturdays) . . . . . . . . . (Thou) 512 118 687 198 
of Daily Average (Excl. Saturdays) . . . . . . . . . (Thou) 601 161 765 554 
ng Ratio to Listed Shares . ........24.. (4) 0.93 0.74 1.22 0.82 
‘ 18. Total Share Volume (Incl. Odd Lots) . . . . . . . (Thou) 15.036 22.226 15.923 
he 19. Money Value of Total Share Sales . . . . . . . . ).) (Thou.S) 344.200 522,475 105.915 
he 20. Reported Bond Volume (Par Value) . . .. . . . ‘(Thou.S) 110.963 140.157 189.118 125.965 
Daily Average (Incl. Saturdays) . . . . . . . . . (Thou.$) 5.039 5.391 ta 5.219 
a) Daily Average (Excl. Saturdays) . . . . . . . . . ¢Thou.$) 6.157 6.073 11] 5.780 
ic, Ratio to Par Value of Listed Bonds . . . . . . . (4%) 251 250 337 234 
its 21. Total Bond Volume (Par Value) ....... ... (Thou.$) 144.101 201.056 129.205 
“o- 22. Money Value of Total Bond Sales . . . x ee Ge ep ee) 71.506 98.27 78.398 
be" 23. N. Y.S.E. Memberships Transferred . . . . . . . . (No.) 5 \ 5 5 
RUE sg ks oe we ee eh we ew & 29.500 34.000 27.500 500 
cal 24. Stock Clearing Corporation: 
he Average Price of Settled Shares . . . . . .... «¢S) 21.3 19.5 29.8 22.4 
lly . ' s 
: Notes: Items 13. 14, 18. 19. 21, 22 and 24 are as of ledgers which normally reflect transactions up to the close of the 
lly second full preceding business day. *For description of new series, see Member Borrowings Release of Feb- 
ild ruary 3, 1941. 
he 
sm 
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Dividends of Durability 


From many sides selected common stocks of old-established and nationally-known 
corporations are receiving increasing consideration as INVESTMENTS, in con- 


trast to earlier concepts which held them to be mainly speculations. 
Why a growing acceptance of the investment merits of selected equities? 


* Equity issues on the New York Stock Exchange list have established an impres- 
sive record of continuous dividends. One hundred and twenty-five listed com- 
mon stocks have yielded dividends every year for a quarter of a century. More 
than 265 issues have paid in each of the past ten years. 

Stock yields are higher than at any time in recent years and currently average 
more than 6 per cent for the list as a whole 


including in the average non-divi- 
dend payers as well as dividend payers. 


* Not only are yields higher, but more listed stocks are paying dividends than 
ever before in the 150-year history of the New York Stock Exchange. 


Equally with the current rates of yield, persons with funds to invest are finding 


significance in the resilience of selected stocks as income producers under widely 
varying economic conditions. Beyond the mounting dividends of today they 


see a further quality with an important bearing upon the future. 


GALLOWAY PHOTOS 





